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KPMG LLP 
2001 M Street, NW 
Washington, DC 20036 

Independent Auditors’ Report 
 
 
The Federal Energy Regulatory Commission and the  
Inspector General, United States Department of Energy: 
 
We have audited the accompanying balance sheets of the Federal Energy Regulatory Commission 
(the Commission) as of September 30, 2004 and 2003, and the related statements of net cost, 
changes in net position, budgetary resources, financing, and custodial activities for the years then 
ended. The objective of our audits was to express an opinion on the fair presentation of these 
financial statements.  In connection with our audits, we also considered the Commission’s internal 
control over financial reporting and tested the Commission’s compliance with certain provisions 
of applicable laws, regulations, and contracts that could have a direct and material effect on its 
financial statements. 
 
SUMMARY 
 
As stated in our opinion on the financial statements, we concluded that the Commission’s 
financial statements as of and for the years ended September 30, 2004 and 2003 are presented 
fairly, in all material respects, in conformity with accounting principles generally accepted in the 
United States of America.  
 
As discussed in Note 14 to the financial statements, the Commission restated the fiscal year 2003 
statements of budgetary resources and financing.   
 
Our consideration of internal control over financial reporting would not necessarily disclose all 
matters in the internal control over financial reporting that might be material weaknesses under 
standards issued by the American Institute of Certified Public Accountants.  However, we noted 
no matters involving the internal control and its operation that we considered to be material 
weaknesses. 
 
The results of our tests of compliance with certain provisions of laws, regulations, and contracts 
disclosed no instances of noncompliance or other matters that are required to be reported herein 
under Government Auditing Standards, issued by the Comptroller General of the United States, or 
Office of Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal 
Financial Statements.  
 
 

KPMG LLP. KPMG LLP, a U.S. limited liability partnership, is 
a member of KPMG International, a Swiss association. 
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The following sections discuss our opinion on the Commission’s financial statements, our 
consideration of the Commission’s internal control over financial reporting, our tests of the 
Commission’s compliance with certain provisions of applicable laws, regulations, and contracts, 
and management’s and our responsibilities. 

OPINION ON THE FINANCIAL STATEMENTS 
 
We have audited the accompanying balance sheets of the Federal Energy Regulatory Commission 
as of September 30, 2004 and 2003, and the related statements of net cost, changes in net position, 
budgetary resources, financing, and custodial activity for the years then ended.  

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of the Commission as of September 30, 2004 and 2003, and its net costs, 
changes in net position, budgetary resources, reconciliation of net costs to budgetary obligations, 
and custodial activities for the years then ended, in conformity with accounting principles 
generally accepted in the United States of America. 
 
As discussed in Note 14 to the financial statements, the Commission restated the fiscal year 2003 
statements of budgetary resources and financing.  
 
The information in the Management’s Discussion and Analysis and Note 15 to the financial 
statements is not a required part of the financial statements, but is supplementary information 
required by accounting principles generally accepted in the United States of America or OMB 
Bulletin No. 01-09, Form and Content of Agency Financial Statements.  We have applied certain 
limited procedures, which consisted principally of inquiries of management regarding the methods 
of measurement and presentation of this information.  However, we did not audit this information 
and, accordingly, we express no opinion on it.  
 
Our audits were conducted for the purpose of forming an opinion on the financial statements taken 
as a whole.  The information in the Performance Report section and the Appendices is an integral 
part of the Commission’s Fiscal Year 2004 Performance and Accountability Report.  However, 
this information is not a required part of the financial statements and is presented for purposes of 
additional analysis.  This information has not been subjected to the auditing procedures applied in 
the audits of the financial statements and, accordingly, we express no opinion on it.   
 
INTERNAL CONTROL OVER FINANCIAL REPORTING 

 
Our consideration of internal control over financial reporting would not necessarily disclose all 
matters in the internal control over financial reporting that might be material weaknesses under 
standards issued by the American Institute of Certified Public Accountants.  Material weaknesses 
are conditions in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements, in amounts that would be 
material in relation to the financial statements being audited, may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions.  
However, we noted no matters involving the internal control and its operation that we considered 
to be material weaknesses as defined above.  
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We did, however, note other matters involving internal control over financial reporting and its 
operation that we have reported to the management of the Commission in a separate letter dated 
February 4, 2005.  
 
COMPLIANCE AND OTHER MATTERS  
 
The results of our tests of compliance with certain provisions of laws, regulations, and contracts 
described in the Responsibilities section of this report, exclusive of those referred to in Federal 
Financial Management Improvement Act of 1996 (FFMIA), disclosed no instances of 
noncompliance or other matters that are required to be reported herein under Government Auditing 
Standards or OMB Bulletin No. 01-02. 
 
The results of our tests of FFMIA disclosed no instances in which the Commission’s financial 
management systems did not substantially comply with the three requirements discussed in the 
Responsibilities section of this report. 
 
RESPONSIBILITIES 
 
Management’s Responsibilities  
  
Management is responsible for the financial statements, including: 
  
• Preparing the financial statements in conformity with accounting principles generally accepted 

in the United States of America; 
 
• Establishing and maintaining internal controls over financial reporting, and preparing the 

Management’s Discussion and Analysis (including the performance measures) and Required 
Supplementary Information, and 

 
• Complying with laws, regulations, and contracts, including FFMIA. 
 
In fulfilling this responsibility, estimates and judgments by management are required to assess the 
expected benefits and related costs of internal control policies.  Because of inherent limitations in 
internal control, misstatements, due to error or fraud, may nevertheless occur and not be detected.   
 
Auditors’ Responsibilities 
 
Our responsibility is to express an opinion on the fiscal year 2004 and 2003 financial statements 
of the Commission based on our audits.  We conducted our audits in accordance with auditing 
standards generally accepted in the United States of America, the standards applicable to financial 
audits contained in Government Auditing Standards, and OMB Bulletin No. 01-02.  Those 
standards and OMB Bulletin No. 01-02 require that we plan and perform the audits to obtain 
reasonable assurance about whether the financial statements are free of material misstatement.  
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An audit includes: 
 
• Examining, on a test basis, evidence supporting the amounts and disclosures in the financial 

statements; 
 
• Assessing the accounting principles used and significant estimates made by management; and 
 
• Evaluating the overall financial statement presentation.   
 
We believe that our audits provide a reasonable basis for our opinion. 
 
In planning and performing our fiscal year 2004 audit, we considered the Commission’s internal 
control over financial reporting by obtaining an understanding of the Commission’s internal 
control, determining whether internal controls had been placed in operation, assessing control risk, 
and performing tests of controls in order to determine our auditing procedures for the purpose of 
expressing our opinion on the financial statements. We limited our internal control testing to those 
controls necessary to achieve the objectives described in Government Auditing Standards and 
OMB Bulletin No. 01-02.  We did not test all internal controls relevant to operating objectives as 
broadly defined by the Federal Managers’ Financial Integrity Act of 1982.  The objective of our 
audit was not to provide assurance on internal control over financial reporting.  Consequently, we 
do not provide an opinion thereon.  
 
As required by OMB Bulletin No. 01-02 with respect to internal control related to performance 
measures determined by management to be key and reported in the Management’s Discussion and 
Analysis section, we obtained an understanding of the design of significant internal controls 
relating to the existence and completeness assertions.  Our procedures were not designed to 
provide assurance on internal control over performance measures and, accordingly, we do not 
provide an opinion thereon. 
 
As part of obtaining reasonable assurance about whether the Commission’s fiscal year 2004 
financial statements are free of material misstatement, we performed tests of the Commission’s 
compliance with certain provisions of laws, regulations, and contracts, noncompliance with which 
could have a direct and material effect on the determination of financial statement amounts, and 
certain provisions of other laws and regulations specified in OMB Bulletin No. 01-02, including 
certain provisions referred to in FFMIA.  We limited our tests of compliance to the provisions 
described in the preceding sentence, and we did not test compliance with all laws, regulations, and 
contracts applicable to the Commission.  Providing an opinion on compliance with laws, 
regulations, and contracts was not an objective of our audit and, accordingly, we do not express 
such an opinion. 
 
Under OMB Bulletin No. 01-02 and FFMIA, we are required to report whether the Commission’s 
financial management systems substantially comply with (1) Federal financial management 
systems requirements, (2) applicable Federal accounting standards, and (3) the United States 
Government Standard General Ledger at the transaction level.  To meet this requirement, we 
performed tests of compliance with FFMIA Section 803(a) requirements.  
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DISTRIBUTION 
 
This report is intended for the information and use of the Commission’s management, the 
Department of Energy’s Office of the Inspector General, OMB, the Government Accountability 
Office, and the U.S. Congress, and is not intended to be and should not be used by anyone other 
than these specified parties.  
 

 
 
 
 
 

February 4, 2005 
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2004 2003
Assets

Intragovernmental assets:
Fund balances with Treasury (note 4) $ 104,689,587  $ 87,704,134      
Intragovernmental receivables (note 5) -                      249,664          

Total intragovernmental assets 104,689,587    87,953,798      

Accounts receivable, net (note 5) 23,086,707      25,022,971      
Due from regulated entities (note 6) 4,155,134      15,094,967      
Property and equipment, net (note 7) 8,292,117      10,531,658      
Other assets 28,425           2,048              

Total assets $ 140,251,970    $ 138,605,442    

Liabilities and net position

Intragovernmental liabilities:
Accounts payable $ 2,709,493      $ 1,489,726        
Accrued payroll benefits 744,160         527,391          
Resources transferable to Treasury and other

Federal entities (note 6) 17,320,540    40,238,611      
Miscellaneous receipts transferable to Treasury 15,783           25,700            
Workers' compensation payable (note 9) 568,456         521,508          

Total intragovernmental liabilities 21,358,432      42,802,936      

Accounts payable 6,411,849        6,408,615        
Accrued payroll and benefits 4,102,110      4,406,338        
Collections due to states 1,257             267,468          
Revenue collected under protest (note 12) 45,034,808    48,477,802      
Resources transferable to other entities from disgorged funds 28,416,937    -                      
Refunds and other amounts due 2,497,804      4,177,329        
Accrued leave (note 9) 10,450,527    9,760,361        
Advances from others -                      29,855            

Total liabilities 118,273,724    116,330,704    

Commitments and contingencies (notes 8 and 12)

Net position:
Unexpended appropriations 17,482,193    14,802,030      
Cumulative results of operations 4,496,053      7,472,708        

Total net position 21,978,246      22,274,738      
Total liabilities and net position $ 140,251,970    $ 138,605,442    

The accompanying notes are an integral part of these statements

FEDERAL ENERGY REGULATORY COMMISSION

Balance Sheets

September 30, 2004 and 2003
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FEDERAL ENERGY REGULATORY COMMISSION

Statements of Net Cost

Years ended September 30, 2004 and 2003

Total Total
Costs:

Regulation:
Intragovernmental $ 35,522,400   $ 9,013,146   $ 8,482,961   $ 53,018,507   $ 32,837,214     $ 11,122,282   $ 9,003,753      $ 52,963,249      
Public 107,217,145   27,204,350   25,604,094   160,025,589   92,637,712     31,377,290   25,400,663    149,415,665    

Total 142,739,545   36,217,496   34,087,055   213,044,096   125,474,926     42,499,572     34,404,416      202,378,914      

Less earned revenue – with the public 142,739,303   36,217,435   34,086,997   213,043,735   125,363,750   42,461,916   34,373,932    202,199,598    

Net program costs 242   61   58   361   111,176            37,656            30,484             179,316             

Other programs:
Intragovernmental 5,377   1,364   1,284   8,025   1,978              670               542                3,190               
Public 121,721   30,884   29,068   181,673   181,598          61,509          49,793           292,900           

Total 127,098   32,248   30,352   189,698   183,576            62,179            50,335             296,090             

Less earned revenue – intragovernmental 79,332   20,129   18,945   118,406   183,576            62,179            50,335             296,090             

Net other program costs 47,766   12,119   11,407   71,292   -                       -                     -                       -                        
Total net cost of operations $ 48,008   $ 12,180   $ 11,465   $ 71,653   $ 111,176            $ 37,656            $ 30,484             $ 179,316             

The accompanying notes are an integral part of these statements

Market 
oversight

2004 2003
Competitive 

markets
Market 

oversight
Energy 

infrastructure
Competitive 

markets
Energy 

infrastructure
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 FEDERAL ENERGY REGULATORY COMMISSION

Statements of Changes in Net Position

Years Ended September 30, 2004 and 2003

Beginning balances $ 7,472,708              $ 14,802,030          $ 11,466,528             $ 11,652,047         

Budgetary financing sources:
Appropriations received -                           204,400,000       -                            192,000,000     
Appropriations used 201,656,613        (201,656,613)      188,825,215         (188,825,215)    
Unexpended appropriation – adjustment -                           (63,224)               -                            (24,802)             

Other financing sources:
Transfers – out to Treasury without reimbursement (211,585,030)       -                         (202,772,655)        -                        
Imputed financing from costs absorbed by others 7,023,415            -                         10,132,936           -                        

Total financing sources (2,905,002)             2,680,163            (3,814,504)              3,149,983           

Net cost of operations (71,653)                  -                           (179,316)                 -                          
Ending balances $ 4,496,053              $ 17,482,193          $ 7,472,708               $ 14,802,030         

The accompanying notes are an integral part of these statements

2004 2003
Cumulative results 

of operation
Unexpended 

appropriations
Cumulative results 

of operation
Unexpended 

appropriations
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 FEDERAL ENERGY REGULATORY COMMISSION

Statements of Budgetary Resources

Years Ended September 30, 2004 and 2003

2003

2004
(Restated - see 

note 14)

Budgetary resources:
Budget authority $ 2,928,592            $ 2,866,943            
Unobligated balance, beginning of period 3,587,488            1,805,305            
Spending authority from offsetting collections earned 204,400,000        192,000,000        
Reimbursements and other collections earned 76,814                 292,407               

Total budgetary resources $ 210,992,894        $ 196,964,655        

Status of budgetary resources:
Obligations incurred $ 204,744,433        $ 193,377,167        
Unobligated balances available and apportioned 6,248,461            3,524,264            
Unobligated balances – not available -                           63,224                 

Total status of budgetary resources $ 210,992,894        $ 196,964,655        

Relationship of obligations to outlays (inflows):
Obligated balance, net – beginning of period $ 24,212,895          $ 34,046,107          

204,744,433        193,377,167        
(204,476,814)       (192,292,407)       

Obligated balance, net – end of period (note 11) (25,161,699)         (24,212,895)         
Total outlays (inflows) $ (681,185)              $ 10,917,972          

Outlays (inflows):
Disbursements $ 203,919,415        $ 203,133,815        
Collections (204,600,600)       (192,215,843)       

Total outlays (inflows) before offsetting receipts (681,185)              10,917,972          
Less: offsetting receipts (14,704,360)       (18,916,145)         

Net inflows $ (15,385,545)         $ (7,998,173)           

The accompanying notes are an integral part of these statements

Obligations incurred
Spending authority from offsetting collections
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 FEDERAL ENERGY REGULATORY COMMISSION

Statements of Financing

Years Ended September 30, 2004 and 2003

2003

2004
(Restated - see 

note 14)

Resources used to finance activities:
Budgetary resources obligated:

Obligations incurred $ 204,744,433      $ 193,377,167        
Less: spending authority from offsetting collections (204,476,814)     (192,292,407)       

Obligations, net of offsetting collections 267,619               1,084,760            

Less: offsetting receipts (14,704,360)         (18,916,145)         

Net obligations (14,436,741)         (17,831,385)         
Other resources:

Transfers-out, net of appropriations received (7,185,030)         (10,772,655)         
Imputed financing from costs absorbed by others 7,023,415          10,132,936         

Net other resources used to finance activities (161,615)              (639,719)              

Total resources used to finance activities (14,598,356)         (18,471,104)         

Resources used to finance items not part of the 
net cost of operations

Change in budgetary resources obligated for
goods/services/benefits ordered but not yet provided 31,014               (1,505,058)          

Resources that finance the acquisition of assets (188,748)            (183,102)             
Budgetary offsetting receipts that do not affect the net

cost of operations 14,704,360        18,916,145         
Payments to States (2,991,816)         (2,891,743)          

Total resources used to finance items not part of the
net cost of operations 11,554,810        14,336,242         

Total resources used to finance the net cost of operations (3,043,546)           (4,134,862)           

Components of the net cost of operations that will not
require or generate resources in the current period:

Components requiring or generating resources in the future periods –
increase in unfunded liabilities 737,113             321,132              

Components not requiring or generating resources:
Depreciation and amortization 2,428,289          3,855,789           
Other (50,203)              137,257              

Total components of net cost of operations that will not 
require or generate resources 2,378,086          3,993,046           

Total net cost of operations that do not require or
generate resources in the current period 3,115,199          4,314,178           

Net cost of operations $ 71,653                 $ 179,316               

The accompanying notes are an integral part of these statements
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 FEDERAL ENERGY REGULATORY COMMISSION

Statements of Custodial Activity
Years Ended September 30, 2004 and 2003

2004 2003

Sources of collections:
Cash collections – annual charges $ 28,198,826    $ 20,645,218      
Accrual adjustment (4,256,613)     15,924,643      

Total custodial revenue 23,942,213      36,569,861      

Disposition of collections:
Transferred to others:

United States Army – Corps of Engineers (6,627,009)     (7,164,221)       
Department of Interior (6,338,461)     (5,991,877)       
United States Treasury (12,261,615)   (4,813,878)       
Various states (2,993,073)     (2,891,743)       

Decrease (increase) in amounts to be transferred 4,277,945      (15,708,142)     
Net custodial activities $ -                       $ -                       

The accompanying notes are an integral part of these statements
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FEDERAL ENERGY REGULATORY COMMISSION 

Notes to Financial Statements 
September 30, 2004 and 2003 

 
(1) Description of Reporting Entity 

 

The Federal Energy Regulatory Commission (the Commission) is an independent federal agency that 
oversees key operating functions of the United States’ natural gas and oil pipeline transportation, 
electric utility, and hydroelectric power industries. 
 
The Commission was created through the Department of Energy’s (DOE) Organization Act on 
October 1, 1977. The Commission’s predecessor, the Federal Power Commission (FPC), established in 
1920, was abolished, and the Commission inherited a significant portion of FPC’s energy agenda. 
 
The Commission administers laws and regulations involving key energy issues. These include 
transportation and sale of natural gas and oil in interstate commerce; regulation of electric utility 
wholesale rates and transactions; licensing and inspection of private, municipal, and state hydroelectric 
projects; and oversight of related environmental matters. 
 
The Commission’s main legal authority is derived from the Federal Power Act of 1935 (FPA), the 
Natural Gas Act of 1938, the Natural Gas Policy Act of 1978, and the Public Utility Regulatory 
Policies Act of 1978. 
 
The Commission’s activities are separated into the following three segments. 

 
Energy Infrastructure 
 

The Commission’s overall objective is to encourage investment in the infrastructure needed to 
sustain energy markets by removing roadblocks, providing cost recovery clarity and welcoming 
innovative thinking about rates and use of new technology. By focusing on infrastructure, this 
segment covers many of the Commission’s important traditional activities, for example, pipeline 
certificates, hydropower licenses and preliminary permits, compliance activities, environmental 
and other licensing conditions, dam safety inspections and most rate determinations. 
 
Competitive Markets 
 

Another Commission objective is to complete the transition to competitive energy markets as 
quickly and comprehensively as possible. This requires the growth of certain new institutions, 
particularly clearly defined and independent regional transmission organizations (RTOs), to 
make electric markets work. The Commission also needs to establish balanced, self-enforcing 
market rules in wholesale electric markets, and encourage continued efforts by industry groups to 
standardize reliability and business practice standards, promote the use of demand-side 
participation in energy markets, and establish regional transmission planning. Along with some 
traditional work in the area of rate determinations, this segment includes work on initiatives 
begun in the last couple of years such as RTOs and new policies for natural gas. 
 
Market Oversight 
 

The Commission also needs to ensure that competitive energy markets benefit the Nation over 
the long run. The Commission must offer the public and market participants credible assurance 
that the Commission will identify and remedy energy market problems to maintain just and 
reasonable rates. At the systemic level, the Commission needs to recognize problems when or 
before they develop and craft solutions quickly. The Commission must be able to police 
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individual behavior in markets much more effectively than in the past. Work in this segment 
includes activities related to litigation, dispute resolution, complaints, mergers and auditing. 
 

Cost Recovery 
 

As described below, the Commission recovers 100% of its annual appropriation from the U.S. Treasury 
(the Treasury) through annual charges and filing fees authorized by the Omnibus Budget Reconciliation 
Act of 1986 and other laws. 
 
Annual Charges 
 

The Commission recovers most of its administrative program costs through allocated annual charges to 
the entities it regulates, regardless of the number or type of services rendered to any particular entity 
during the year. The annual charge assessed in a fiscal year is based on an estimate of costs to be 
incurred during that year. Final program costs are determined from year-end accounting reports and 
time distribution reports by office and program.  The difference in assessments that results from 
estimated versus final program costs is an adjustment to the following fiscal year’s assessments. 
The authority and related implementation methods for the annual changes are summarized as follows: 

 
Hydropower 
 

Authority – Section 10(e) of FPA makes the general provision that licensees under Part I of FPA 
shall pay reasonable annual charges to compensate the federal government for the costs of 
administering Part I. 
 
Implementation – The methods for assessing annual charges to hydropower licensees are codified 
at 18 Code of Federal Regulations (C.F.R.) Part 11. Costs are prorated based on capacity 
(municipal projects), on capacity and generation (nonmunicipal projects), or on a flat rate per 
horsepower under 1,000 (minor projects). 
 
Gas, Electric, and Oil 
 

Authority – Section 3401 of the Omnibus Budget Reconciliation Act of 1986 provides that the 
Commission shall “assess and collect fees and annual charges in any fiscal year in amounts equal 
to all of the costs incurred by the Commission in that fiscal year.” It further provides that “fees or 
annual charges assessed shall be computed on the basis of methods that the Commission 
determines, by rule, to be fair and equitable.” 
 
Implementation – The methods for assessing annual charges to gas and oil pipelines and to 
electric utilities and power marketing administrations are codified at 18 C.F.R. 
Parts 382.201-203. Costs are prorated to gas pipelines based on volume transported and sold, to 
electric utilities and power marketing administrations based on energy sold, and to oil pipelines 
based on operating revenues. 
 

Filing Fees 
 

Filing fees are calculated annually. Regulated entities pay the current fee when filing with the 
Commission for a specific service. The fees are based on the average time spent to perform the 
particular type of service and the average cost per employee, including salary, benefits, and indirect 
costs. Fee structure and procedures are codified in 18 C.F.R. Part 381. 
 
The Independent Offices Appropriations Act of 1952 (IOAA) authorizes agencies to prescribe 
regulations establishing charges for services, benefits, or items of value provided by an agency. In 
establishing a fee under the IOAA, the Commission must: 
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• Identify the service for which the fee is to be assessed; 
 

• Explain why that particular service benefits an identifiable recipient more than it benefits 
the general public; 

 

• Base the fee on as small a category of service as possible; and 
 

• Demonstrate what direct and indirect costs are incurred by the Commission in rendering 
the service. 

 
Section 3401 of the Omnibus Budget Reconciliation Act of 1986 also provides for fees and annual 
charges “computed on the basis of methods that the Commission determines, by rule, to be fair and 
equitable.” 
 

(2) Summary of Significant Accounting Policies 
 

(a) Basis of Presentation 
 

The accompanying financial statements have been prepared to report the financial position of the 
Commission and its net costs, changes in net position, budgetary resources, reconciliation of net 
costs to budgetary obligations, and custodial activity in accordance with accounting principles 
generally accepted in the United States of America applicable to federal government entities. 
 
These financial statements have also been prepared in accordance with the form and content for 
financial statements specified by Office of Management and Budget (OMB) in Bulletin No. 01-
09, Form and Content of Agency Financial Statements. 
 
The financial statements include all activity related to the Commission’s portion of appropriation 
(89X0212), including the budget authority allotted by DOE to other DOE agencies. In addition, 
the Commission receives small allotments from DOE appropriation (89X5105). Both of the 
Commission’s appropriations relate to budget functional classification code 276, Energy 
Information Policy and Regulation. 
 
Entity assets disclosed in notes 3 and 5 include those assets that the Commission has the 
authority to use in its operations. 
 
Non-entity assets disclosed in notes 3 and 5 include those assets that result from the 
Commission’s custodial billing activities for other federal agencies, including the Army Corps of 
Engineers, the Department of Treasury and the Department of Interior. 
 

(b) Budgets and Budgetary Accounting 
 

Congress annually adopts a budget appropriation that provides the Commission with authority to 
use funds from the Treasury to meet its operating and capital expenditure requirements. The 
appropriated funds are not restricted to use in a specific fiscal year. All revenue from annual 
charges and filing fees is remitted to the Treasury when received. 
 

(c) Basis of Accounting 
 

The Commission’s financial statements are prepared using the accrual method of accounting. The 
accrual method of accounting requires recognition of the financial effects of transactions, events, 
and circumstances in the period(s) when those transactions, events, and circumstances occur, 
regardless of when cash is received or paid. The Commission also uses budgetary accounting to 
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facilitate compliance with legal constraints and to monitor its budget authority at the various 
stages of execution, including allotment, obligation, and eventual outlay. 
 

(d) Revenue and Financing Sources 
 

As described above, the Commission receives funds for its operating and capital expenditures 
through an appropriation allotment from DOE. For financial statement purposes, the 
appropriation allotment is recognized as a financing source when operating expenses (primarily 
salaries and benefits), other than depreciation, are incurred and when capital assets are purchased. 
 
The Commission recognizes revenue for hydropower, gas, oil, and electric annual charges when 
earned. Annual charges are based on estimated current year program costs and adjustments from 
the prior year. At year-end, the Commission records a due from or to regulated entities to reflect 
the difference between the charges and the actual program costs for the year. The Commission 
adjusts the subsequent year’s charge for such amount. Revenue is recognized for filing fees when 
received. 
 
The Commission recognizes an imputed financing source for the estimated annual pension and 
life and health insurance costs in excess of contributions made by the Commission during the 
year. These costs will ultimately be funded by the Office of Personnel Management. 
 
Reimbursable work agreement revenue, included in other programs’ earned revenue, is 
recognized when the related services are rendered. 
 
Transfers-out represent receipts collected and remitted to the Treasury during the year and net 
accounts receivable that, once collected, will be returned to the Treasury, less any amounts due to 
regulated entities for the excess of estimated and billed costs over actual costs incurred. 
 

 (e) Fund Balances with Treasury 
 

The Commission does not maintain cash in commercial bank accounts. Cash receipts and 
disbursements are processed by the Treasury. The balance of funds with the Treasury represents 
appropriated funds that are available to pay current liabilities and finance authorized purchase 
commitments relative to goods or services that have not been received. 
 

 (f) Allowance for Doubtful Accounts 
 

The Commission calculates its allowance for doubtful accounts using historical collection data 
and specific account analysis. 
 

 (g) Property and Equipment 
 

Property and equipment are stated at cost less accumulated depreciation. The Commission 
capitalizes property (other than furniture) and equipment purchases with a cost greater than 
$25,000 and a total useful life exceeding two years. The Commission capitalizes furniture 
purchases with a cost greater than $50,000, and commercially purchased or developed software 
with a cost greater than $25,000. Depreciation is calculated based on an estimated useful life of 
20 years for leasehold improvements, 10 years for furniture, 2 to 5 years for commercially 
purchased or developed software, and 5 years for all remaining assets. Expenditures for repairs 
and maintenance are charged to program costs as incurred. 
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 (h) Liabilities 

 

Liabilities represent amounts owed by the Commission as the result of transactions or events that 
have occurred as of year-end. Liabilities for which Congress has not appropriated funds are 
disclosed in note 9 as liabilities not covered by budgetary resources. 
 

 (i) Revenue Collected Under Protest 
 

Revenue collected under protest is deferred and recorded as a liability until the protest is 
resolved. 
 

 (j) Collections Due to States  
 

The Commission disburses 50% of the fees it collects from licensees for the occupancy and use 
of public lands to affected states in the year following collection. These collections are initially 
deposited into the Treasury’s miscellaneous receipts fund. 
 

 (k) Accrued Leave 
 

Annual leave is accrued as a liability as it is earned. The accrual is reduced as leave is taken. 
Each year, the balance in the accrued annual leave account is adjusted to reflect current year pay 
rates. To the extent that the current or prior year appropriations are not available to fund annual 
leave earned but not taken, funding will be obtained from future appropriations. Sick leave and 
other types of nonvested leave are charged to expense as the leave is used. 
 

 (l) Workers’ Compensation Payable 
 

The Federal Employees Compensation Act (FECA) provides income and medical cost protection 
to cover federal civilian employees injured on the job, employees who have incurred a work-
related occupational disease and beneficiaries of employees whose death is attributable to a job-
related injury or occupational disease. Claims incurred for benefits for the Commission’s 
employees under FECA are administered by the Department of Labor (DOL) and are ultimately 
paid by the Commission. The workers’ compensation payable represents unpaid billings to DOL. 
An actuarial estimate of unbilled claims is recorded by DOE at the departmental level and was 
not separately calculated for the Commission. 
 

(m) Disgorged Funds 
 

The Commission seeks to detect abuses of market power or statutory or rule violations by 
investigating observed market anomalies, complaints, and referrals from regional transmission 
organizations and/or independent system operators, and by conducting both targeted and random 
audits.  Once the Commission identifies violations, it applies remedies to mitigate the effects of 
market power, requires disgorgement of unjust profits where appropriate, and imposes civil 
penalties or other sanctions when available under existing laws. 
 

(n) Net Position Accounts 
 

Net position account balances consist of the following components: 
 

Unexpended appropriations – Represents amounts of spending authority that are 
unobligated and available to the Commission, or obligated but not expended. 

 
Cumulative results of operations – Represents the Commission’s net results of operations 
since inception, including (1) the amount in the Special Receipts Fund Balance with 
Treasury, (2) the cost of property and equipment acquired that has been financed by 
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appropriations, less accumulated depreciation, and (3) the amount of appropriated funding 
that will be needed in future periods to liquidate liabilities incurred through the current 
fiscal year. Funding for these items is generally received in the year that amounts become 
due and payable. 

 
(o) Classification of Costs 

 

On the Statement of Net Cost, costs classified as “Intragovernmental” represent the cost of goods 
or services obtained from Federal entities.  Costs classified as “Public” represent the cost of 
goods or services obtained from non-Federal entities. 
 

(p) Tax Status 
 

The Commission, as a Federal agency, is not subject to Federal, state, or local income taxes, and 
accordingly, no provision for income tax is recorded. 
 

(q) Use of Estimates 
 

The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements, and the reported amounts of revenues 
and expenses during the reporting period. Actual results could differ from these estimates. 
 

(r) Comparative Data 
 

Certain FY 2003 amounts have been reclassified to conform to the FY 2004 presentation.  In 
addition, adjustments identified in FY 2004 resulted in the restatement of several FY 2003 
reported amounts (see note 14). 
 

(3) Non-Entity Assets 
 

Non-entity assets at September 30, 2004 and 2003 consisted of: 
 

2004 2003

Fund balances with Treasury:
Appropriated fund balance with Treasury $ -                      $ 63,223            
Collections due to states 1,257              210,327          
Disgorged funds 18,399,845    -                      
Special receipts fund 7,222,919      7,222,919       
Receipts held to pay refunds and other amounts due 2,497,804      4,177,329       

    Other 122,793         25,700            
Accounts receivable, net 22,254,689    16,559,936     

Total non-entity assets 50,499,307      28,259,434      

Total entity assets 89,752,663      110,346,008    
Total assets $ 140,251,970    $ 138,605,442    
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(4) Fund Balances with Treasury 

 

Fund balances with Treasury at September 30, 2004 and 2003 consisted of: 
 

2004 2003

Fund balances:
Appropriated funds $ 31,410,161    $ 27,590,057      
Revenue collected under protest 45,034,808    48,477,802      
Disgorged funds 18,399,845    -                      
Special receipts fund 7,222,919      7,222,919       
Other 2,621,854      4,413,356       

Total $ 104,689,587    $ 87,704,134      

Unobligated balance:
Available $ 6,248,461      $ 3,524,264       
Unavailable 73,279,427    59,966,975      

Obligated balance not yet disbursed 25,161,699    24,212,895      
Total $ 104,689,587    $ 87,704,134      

 
 
(5) Accounts Receivable 

 

Entity and nonentity accounts receivable at September 30, 2004 and 2003 consisted of: 
 

Annual 
charges 
(note 6) Other Total 

Entity

Uncollected billings $ 6,990,365        $ 22,343             $ 7,012,708        
Allowance for doubtful accounts (6,169,717)     (10,973)          (6,180,690)      

Total entity accounts receivable, net 820,648           11,370             832,018           

Nonentity

Uncollected billings 14,389,068      42,596,266      56,985,334      
Allowance for doubtful accounts (2,169,205)     (32,561,440)   (34,730,645)     

Total nonentity accounts receivable, net 12,219,863      10,034,826      22,254,689      
Total accounts receivable, net $ 13,040,511      $ 10,046,196      $ 23,086,707      

2004
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Annual 
charges 
(note 6) Other Total 

Entity

Uncollected billings $ 13,516,825      $ 99,646             $ 13,616,471      
Allowance for doubtful accounts (4,875,976)     (27,796)          (4,903,772)       

Total entity accounts receivable, net 8,640,849        71,850             8,712,699        

Nonentity

Uncollected billings 18,543,962      253,962           18,797,924      
Allowance for doubtful accounts (2,171,280)     (66,708)          (2,237,988)       

Total nonentity accounts receivable, net 16,372,682      187,254           16,559,936      
Total accounts receivable, net $ 25,013,531      $ 259,104           $ 25,272,635      

2003

 
(6) Resources Transferable to Treasury and Other Federal Entities 

 

Resources transferable to Treasury and other entities at September 30, 2004 and 2003 consist of: 
 

2004 2003

Net accounts receivable, related to annual charges (note 5) $ 13,040,511      $ 25,013,531      
Due from regulated entities 4,155,134      15,094,967      

Accounts receivable and amounts due from regulated 
entities transferable to Treasury 17,195,645    40,108,498      

Net accounts receivable transferable to other Federal entities 124,895         130,113          
Total resources transferable to Treasury

and other Federal entities $ 17,320,540    $ 40,238,611      
 

 
(7) Property and Equipment, Net 

 

Property and equipment and related accumulated depreciation at September 30, 2004 and 2003 
consisted of: 
 

Acquisition Accumulated
amount depreciation Net

Equipment $ 5,074,381        $ 3,770,729        $ 1,303,652        
Furniture 9,070,773        8,025,742        1,045,031        
Leasehold improvements 9,491,415        4,231,828        5,259,587        
Software 11,321,496      10,637,649      683,847           

Total $ 34,958,065      $ 26,665,948      $ 8,292,117        

2004
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Acquisition Accumulated
amount depreciation Net

Equipment $ 4,885,633        $ 3,375,716        $ 1,509,917        
Furniture 9,070,773        7,118,665        1,952,108        
Leasehold improvements 9,491,415        3,757,257        5,734,158        
Software 11,321,496      9,986,021        1,335,475        

Total $ 34,769,317      $ 24,237,659      $ 10,531,658      

2003

 
 

(8) Building Leases 
 

The General Services Administration (GSA) enters into lease agreements for government buildings and 
maintains those lease agreements. The Commission pays GSA a standard level users charge for the 
annual rental of building space. The standard level users charge approximates the commercial rental 
rates for similar properties. The Commission is not legally a party to any building lease agreements; 
therefore, the Commission does not disclose future minimum lease payments on buildings.  Expenses 
incurred for building leases amounted to $19.5 million and $18.5 million for fiscal years ended 
September 30, 2004 and 2003, respectively. 
 

(9) Liabilities Not Covered by Budgetary Resources 
 

Liabilities not covered by budgetary resources at September 30, 2004 and 2003 consisted of: 
 

2004 2003

Intragovernmental — workers’ compensation payable $ 568,456   $ 521,508   
Accrued leave 10,450,527   9,760,361   

Total $ 11,018,983   $ 10,281,869   
 

 
(10) Pension Expense 

 

Commission employees participate in either the Civil Service Retirement System (CSRS) or the Federal 
Employees’ Retirement System (FERS). Employees participating in CSRS contribute 7% of their basic 
pay to the plan, and the Commission makes a matching contribution.  For employees participating in 
the FERS program, the Commission makes a contribution of 10.7% of basic pay. 
 
On January 1, 1987, FERS went into effect pursuant to Public Law 99-335. Most employees hired after 
December 31, 1983, are automatically covered by FERS and Social Security. Employees hired prior to 
January 1, 1984, could elect either to join FERS and Social Security or remain in CSRS.  FERS offers a 
savings plan in which the Commission automatically contributes 1% of employees’ basic pay and 
matches any employee contribution up to an additional 4% of basic pay.  For most employees hired 
since December 31, 1983, the Commission also contributes the employer’s matching share for Social 
Security. 
 
The actuarial present value of accumulated benefits, assets available for benefits, and unfunded pension 
liability of CSRS and FERS is not allocated to individual departments and agencies and is therefore not 
disclosed by the Commission. Total pension expense paid by the Commission for both plans for fiscal 
years 2004 and 2003 was approximately $10.0 million and $9.9 million, respectively. During fiscal 
years 2004 and 2003, an additional $7.0 million and $10.1 million, respectively, of pension and life and 
health insurance expense was recognized by the Commission for amounts that will ultimately be funded 
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through the Office of Personnel Management. This amount is also recorded as an imputed financing 
source. 
 

(11) Statement of Budgetary Resources 
 

The obligated balance, net – end of period at September 30, 2004 and 2003 is comprised of the 
following components: 

2004 2003

Accounts receivable $ -                       $ (110,834)          
Unfilled customer orders from Federal sources (100,140)        (113,092)         
Undelivered orders 11,294,227    11,394,424      
Accounts payable 13,967,612    13,042,397      

Total obligated balance, net – end of period $ 25,161,699      $ 24,212,895      
 

 
(12) Contingencies 

 

Certain hydroelectric licensees have filed appeals on two basic grounds.  First, some licensees contend 
that the Commission uses flawed methodology to calculate the “other agency costs” (costs incurred by 
other federal agencies in administering Part I of the FPA component of the licensees’ annual charges.  
Second, some licensees dispute the dollar amount of the annual charges assessed by the Commission.  
The combined liability of these appeals total $45.035 million and $48.478 million as of September 30, 
2004 and 2003, respectively; those amounts are included herein as revenue collected under protest.  If 
the licensees ultimately prevail in their claims against the Commission, then the Commission might be 
obligated to grant legal or equitable relief not only to all appellants, but also to all other similarly 
situated licensees.   
 
In addition, the Commission has two cases pending in the United States District Court for the District of 
Columbia and two cases pending at the Equal Employment Opportunity Commission.  If the 
Commission loses any of these cases, it would be liable for the amount(s) of the judgment(s) rendered 
against it.  Related losses cannot be estimated at this time. 
 

(13) Custodial Activity 
 

The Commission currently bills regulated companies annual charges as a custodian for certain Federal 
agencies, including the Army Corps of Engineers, the Department of Interior’s Bureau of Reclamation, 
and the Department of Treasury. The receivables are maintained by the Commission, and the 
collections are processed directly to each Federal agency on a monthly basis. In addition to the annual 
charges billed yearly, penalty and administrative costs are assessed on past-due bills and remitted to the 
Treasury when received. For fiscal years 2004 and 2003, these custodial transactions totaled 
approximately $23.9 million and $36.6 million, respectively. In 2003, the Commission issued a 
significant civil penalty against one of its regulated companions that is still largely uncollected. Upon 
collection the money will be remitted to Treasury. 
 

(14) Restatement 
 

Federal reporting standards require that “offsetting receipts” be disclosed as a reduction to outlays on 
the Statement of Budgetary Resources.  In fiscal year 2003, the Commission collected and reported to 
Treasury offsetting receipts of $18.9 million comprised largely of annual charges and filing fees 
collected during fiscal year 2003 (see note 1).  The Commission, however, did not report these 
offsetting receipts on its Statement of Budgetary Resources or its Statement of Financing for the year 
ended September 30, 2003. 
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As a consequence, the Commission’s total net outlays reported for the year ended September 30, 2003 
were overstated by $18.9 million. Furthermore, the Commission’s Resources Used to Finance 
Activities and the Resources Used to Finance Items Not Part of the Net Cost of Operations sections of 
its fiscal year 2003 Statement of Financing were overstated and understated, respectively, by the same 
amount, resulting in a net effect of zero on the Statement of Financing.  Accordingly, the Commission 
has restated the Statement of Budgetary Resources and the Statement of Financing for the year ended 
September 30, 2003. 
 

Balance
(as restated)

Statement of Budgetary Resources
       Relationship of obligations to outlays (inflows)

Outlays (inflows):
Disbursements 203,133,815$     -$                   203,133,815$      
Collections (192,215,843) -                     (192,215,843)       

Total outlays (inflows) before offsetting receipts 10,917,972         -                     10,917,972          
Less: offsetting receipts -                      (18,916,145)       (18,916,145)         

Net outlays (inflows) 10,917,972$       (18,916,145)$     (7,998,173)$         

Statement of Financing
Resources used to finance activities

Budgetary resources obligated:
   Obligations incurred 193,377,167$     193,377,167$      
   Less: spending authority from offsetting collections (192,292,407) (192,292,407)
     Obligations, net of offsetting collections 1,084,760           1,084,760            
   Less: offsetting receipts -                      (18,916,145)       (18,916,145)         
        Net obligations 1,084,760           (18,916,145)       (17,831,385)         
Other resources:
   Transfers-out, net of appropriations received (10,772,655) (10,772,655)
   Imputed financing from costs absorbed by others 10,132,936         10,132,936          
        Net other resources used to finance activities (639,719)             -                     (639,719)              
        Total resources used to finance activities 445,041              (18,916,145)       (18,471,104)         

Resources used to finance items not part of the net cost of operations
Change in budgetary resources obligated for 
   goods/services/benefits ordered but not yet provided (1,505,058)          (1,505,058)
Resources that finance the acquisition of assets (183,102)             (183,102)
Budgetary offsetting receipts that do not affect the net cost
   of operations 18,916,145        18,916,145
Payments to States (2,891,743)          (2,891,743)
   Total resources used to finance items not part of the net 
      cost of operations (4,579,903)          18,916,145        14,336,242

   Total resources used to finance the net cost of operations (4,134,862)$        -$                   (4,134,862)$         

Restatement

Balance as 
reported in the 

FY 2003 
financial 

statementsFinancial Statements
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(15) Required Supplementary Information – Intragovernmental Balances (Unaudited) 

 

Intragovernmental receivables at September 30, 2004 and 2003 consists of:
2004 2003

Department of Interior $ -                       $ 50,834             
Nuclear Regulatory Commission -                       60,000             
United States Army – Corps of Engineers -                       138,830           

$ -                       $ 249,664            
Intragovernmental accounts payable at September 30, 2004 and 2003 consists of: 
 

2004 2003

Government Printing Office $ 943,452           $ 570,536           
General Services Administration 1,367,182        768,066           
Veterans Administration 125,179           -                       
Office of Personnel Management 88,653             80,400             
Department of Health and Human Services -                      9,361              
Department of Energy Washington Headquarters 185,027         61,363            

$ 2,709,493        $ 1,489,726        
 

 
Intragovernmental accrued payroll benefits at September 30, 2004 and 2003 consists of: 
 

2004 2003

Office of Personnel Management $ 545,952   $ 389,484   
Social Security Administration 198,208   137,907   

$ 744,160   $ 527,391   
 

 
Intragovernmental workers’ compensation payable at September 30, 2004 and 2003 totals $568,456 
and $521,508, respectively, and is due to the Department of Labor. 
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